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BEARDSLEY RuML, Chairman of the Federal Reserve 
Bank of New York, Treasurer of R. H. Macy & Com- 
pany, and Advisor of the National Resources Planning 
Board, outlines for readers of State Government the 
much-discussed Pay-As-You-Go income tax plan on 
page 191. Mr. Ruml is associated with a wide list of 
activities: among these are Director of the Spelman 
Fund of New York, Director of the National Bureau 
of Economic Research, Trustee of the Farm Foundation, 
Trustee of the Museum of Modern Art. He served 
from 1931 to 1934 as Dean of the Social Science Divi- 
sion, and Professor of Education at the University of 
Chicago where he had obtained his Ph. D. degree in 
1917. Mr. Ruml’s tax plan suggests the elimination of 
the tax year of 1941 for individuals, making it possible 
for them to get on a current Pay-As-You-Go basis in 
1943 without trying the impossible of collecting two 
years’ taxes in one. Supporters of the Pay-As-You-Go 
plan feel that it is a simple and ingenious solution to 
the present tax entanglement and that it provides an 
effective method of clearing the decks for all-out war 


time financing. 


Tuomas H. Reep, whose recent report on l‘ederal 
State Local Fiscal Relations for the Municipal Finance 
Officers Association has attracted much favorable at 
tention, summarizes the salient features of his work for 
the October issue of State Government (page 103). In 
an article appearing under the same title, he outlines, 
from the local viewpoint, some of the financial prob 
lems of interest to all levels of government in the im 
plementation of the national war program. 

Dr. Reed is well known as an authority on matters 
pertaining to municipal government, and his experience 
in this field reaches back to 1919. He has been active 
in numerous governmental organizations and agencies, 
and his service record lists, over a period of years, 
such positions as: Director of the Consultant Service, 
National Municipal League; Director of Studies, Re 
publican Program Committee; Executive Secretary to 
Governor Hiram Johnson; City Manager of San Jose, 
California; Director of Research, Pennsylvania Com- 
mission to Study Municipal Consolidation in Allegheny 
County; Director of the City and County Metropolitan 
Development Committee for St. Louis, Missouri; Lec 
turer on Municipal Government, Harvard University. 
In addition, he is author of literary works on a wide 
variety of subjects having to do with citizenship and 


government. 


V. J. Wyckorr, author of the article on “State Tax 
Collections for the 1942 Fiscal Year,” (page 195) bases 


his statements on a preliminary report issued by the 
Bureau of the Census on August 31, and a supplement 
which was prepared thereafter. The pamphlet, State 
linances: 1942, deals specifically with “State Tax 
Collections.” 

Dr. Wyckoff, in his capacity as Census Bureau staff 
member and Assistant to E. R. Gray, Chief Statistician 
of the Bureau’s Division of State and Local Govern- 
ment, “took a major responsibility” in preparing this 
original report. Material and information for the study 
was derived from financial statements of the forty-one 
States which close their fiscal years on or near June 
30, 1942, and of the seven completing their fiscal nat 
between August 31 and December 31, 1941. 

Results of this work indicate that state tax collections 
in 1942, including sums distributed to local govern- 
ments, surpassed all previous totals in reaching $49 
billion This amount was ten per cent greater than the 
state tax revenues of 1941. The study analyzes the 
various tax sources, and illustrates, by means of charts 
and graphs, the trends for 1942. 


DURING 1943 a large majority of the state legislatures 
will meet in regular session, and all of them will con- 
sider problems which, in one way or another, affect our 
war program. For this reason, it is of particular in- 
terest at this time to observe what questions were con- 
sidered of sufficient importance at the last legislative 
sessions to merit special study in the interim for review 
this year. As a consequence, State Government is pub- 
lishing on pages 197-200 a list of interim commissions 


and committees now functioning in the various States. 


\MONG THE ITEMS of special interest to appear in the 
November issue of State Government magazine, will be 
an article by George B. McKibbin, Illinois Director of 
Finance, on specific wartime fiscal policies and prob- 
lems of the State of Illinois; and one by J. J. Donovan, 
Assistant Director of the Civil Service Assembly of the 
United States and Canada on manpower problems of 


state governments. 


On the Cover 


THIS MONTH'S COVER carries the well-known. faces of 
President Roosevelt's Rubber Committee, composed of 
Carl F. Compton, President of the Massachusetts Insti 
tute of Technology, James B. Conant, President of Har- 
vard University, and Bernard M. Baruch, Chairman. 
It is on the basis of recommendations made by this 
Committee, that a nation-wide rubber conservation pro- 
gram will be set in motion. One of the most widely dis 


cussed of these suggestions involves a drastic national 


gas rationing plan to cut down on tire use. 
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“In drawing up the recommendations 
.... the Committee has sought to 
find a basis upon which the entire 
nation can go forward together, 
uniting our energies against the 
enemy instead of dissipating them in 
domestic wrangling. It appreciates 
that it is asking the public to make 
sacrifices because of mistakes that 
have been made and for which the 
people are not to blame. But wrong 
things done in the past cannot 
be cited as a defense for making 
mistakes in the future. The War 
demands that we go forward from 


this point united and resolved to 


win at any cost.” 


BarucH Committee Report 
September 10, 1942 
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Pay-As-You-Go Taxation 


The Danger in Income Tax Debt and os 
What We Can Do to Get Free of It . | 


By BrearDSLEY RUML 


Chairman, Federal Reserve Bank of New York 


| 


HE Pay-As-You- 
income tax plan 
has had from the very 
beginning the hearty 
support of many officials 
of state and local gov- 
ernments. These officials 
see in no uncertain terms 
the danger that will exist 
to the financing of their 
own communities if a 
load of federal income 
tax debt is permitted to 
carry on through the war 
and into the period be- 
yond the war. 

Few people realize how much money they owe 
the government for income tax. They seem to 
feel that since they have just paid an instalment 
on September 15th, and since the next payment 
isn’t due until December 15th, for the time being 
at least they are not in debt for income tax. They 
are wrong. [hey are in debt now for the instal- 
ment still due this year, and, worse, they are in 
addition in debt for income tax on what they 
have already earned this year. Under our present 
system this debt will have to be paid next year 
whether they then have any income or not. 

If they die, this amount will be taken from 
whatever estate they leave. If they lose their jobs, 
there will be a charge against what they have 
saved. If their earnings are less, the full tax has 
to be met out of the lower earnings. Nothing 
can stop the march of the days, and when the 
due date comes they must pay the tax they owe 
on the income they have already had. It is a real 
debt, and practically all income tax payers are 
actually in debt for about one year’s full income 
tax. 


BEARDSLEY RUML 


The present system is a bad system. It is a 
dangerous system for all of us, and it should and 
can be corrected. 


Income tax debt is the meanest kind of debt 
there is, because it only hurts people when they 
are in trouble. As long as our incomes are the 
same, or better than they were last year, we can 
keep on paying that income tax debt. 

Sut if anything happens to this year’s income, 
the income tax debt remains and there is trouble. 
Men are called into the armed services, others go 
into government work at lower pay, men and 
women are displaced from peacetime industry by 
wartime dislocation, some suffer sickness and ac- 
cident, others must retire because of advancing 
years. All of these find that now with the new 
high tax rate their income tax debt is an intoler- 
able problem, wiping out savings that have been 
accumulated over the years. And for the tens of 
thousands that have already been injured, mil- 
lions of us are in danger, because we are each 
subject to the same hazards and the same inevi- 
table loss of income. 

The sooner the problem is solved, the easier 
it will be to solve. In 1940 there were 4,048,619 
income tax payers; in 1941 there were 7,645,473; 
in 1942, 17,688,219. On the first of January 1943, 
under the Revenue Bill of 1942, there will be 
26,900,000 tax payers in debt to the Federal Gov- 
ernment for tax on their 1942 income, an increase 
of 22,850,000 since 1940. It is clear that the gov- 
ernment cannot continue for long to be the credi- 
tor of some 27,000,000 tax payers and their fam- 
ilies in debt for income tax, particularly when 
there is no substantial question of revenue in- 
volved in skipping a year and getting the whole 
country on a current pay-as-you-go basis. 

Not only are the numbers of tax payers much 
larger than they were, but the amount of debt for 
each tax payer is much greater than is commonly 
understood. Here are the figures now in the new 
tax bill. Unless we get the Pay-As-You-Go plan, 
a man with a taxable net income, after exemp- 
tions, of $4,000 in 1942 will owe the government 
$820 on New Year’s Day 1943. If his income as 
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above was $5,000, his debt will be $1,080; and 
if $10,000, the government will claim $2,620 
from him, even though his earnings are lower in 
{943 or completely disappear. If he dies, these 
sums will be taken from whatever remains of 
his estate. 

The income tax debt on smaller incomes is 
likewise startling. For example, a taxable net in- 
come, after exemptions, of $2,500 leaves a debt 
for next year of $490 and even $1,000 means 
$190 still to be paid. A stenographer who has 
been making $30 a week during 1942 and who 
gets married in the early part of next year will 
carry to the altar an income tax bill for $192.04; 
and if she happened to be a secretary getting $50 
a week, the happy couple will start off being in 
debt to Uncle Sam for $386.40 on her account. 

If the Pay-As-You-Go plan is adopted, all 
these tax payers will be income-tax debt free, 
except for any necessary year-end adjustment. 
And they will stay on a current paid-up basis, 
since they will be paying income taxes on what 
they earn as they earn it. 


THREE-WAY PLAN 


The Pay-As-You-Go income tax plan is a three- 
way plan; it applies only to individuals and not 
to corporations. First of all, it is a plan that will 
relieve thousands of citizens from hardship and 
distress arising from income-tax debt, and that 
will bring peace of mind to millions more who 
are in income-tax-debt danger. 

Second, it is a method for clearing the decks 
for an all-out war-financing program. If we can 
all be free of income-tax debt on the first of next 
year, we can start on a pay-as-you-go basis and 
stay there. If we need high withholding taxes we 
can have them; if we need to supplement volun- 
tary savings with compulsory savings, we can do 
that, too. But whatever is called for, it would be 
paid out of the current year’s income as an assess- 
ment on the same year’s income. We would not 
be paying for dead horses while we are fighting 
a war. 

In the third place, the Pay-As-You-Go income 
tax plan is the best kind of financial planning for 
the post-war period. Our policies can then be 
forward looking, not backward looking. We will 
not be trying to collect income taxes from people 
who are unemployed; we will not be debating 
whether we should collect taxes on 1941 incomes 
from men recently demobilized from the armed 
forces. We will not have a spending spree in the 
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first little boomlet, financed on unpaid taxes, and 
then a tax-debt headache if incomes should drop 
off for a year or so. 

The answer to the problem is to pay as we go, 
but the practical question arises—how can we 
pay our taxes on current income at the same time 
we are paying our taxes on last year’s income? 
The answer is as simple as daylight saving. When 
we decided that it was in the national interest to 
save fuel and power by going to work an hour 
earlier in the morning, we simply turned all of 
our clocks ahead and went on with our business. 

This is what has been suggested to Congress 
as the answer to the personal income tax problem: 
that we turn our tax clocks ahead one year. 

The income taxes which we are paying this 
year are taxes on our I94I incomes, so what the 
plan means is that this year the taxes which we 
are paying out of our 1942 income would be 
taxes on our 1942 income, and that at the end of 
the year we would be paid up, or practically so, 
Then next year in 1943 we would be paying on 
1943, and so on. 

If at the end of 1942 we have paid too much 
tax, we will get a credit. If we have not paid 
enough, we will make up the difference. This 
adjustment will be made in March of 1943 when 
we file our new income tax return. So we shall 
be out of debt to the Federal Government on our 
income tax, and instead be on a continuing cash 
basis. 

In view of the lateness in adopting a tax pro- 
gram, I have suggested that for those tax payers 
who have never filed an income tax return the 
year 1942 should be skipped for them as a matter 
of practical necessity. 

You may ask how the Government can cancel 
the 1941 income tax without losing a lot of 
money that is badly needed for the war effort. 
The answer is this: Since we all go along paying 
our income tax on our current income, the Gov- 
ernment will receive in 1943 just as much and 
perhaps even more revenue than under the present 
system. The Government will ultimately lose the 
1941 tax, but this loss will not occur until we 
either die or stop earning money, which means 
that the loss will be spread over the lifetime of 
the present income-tax-paying generation. 

The Treasury has never considered taxes re- 
ceivable as an asset, and so these taxes can be 
written off the balance sheet of the Government 
without the change of a single penny. The Treas- 

(Continued on page 202) 
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Federal-State-Local Fiscal Relations 


Provision for Adequate Financing of Local Units of Government 


By Tuomas H. REEpD 


Municipal Consultant 


Must Be a Continuing Feature of Any Democratic Fiscal Policy 
| 


— 


HAT the fiscal rela- 
of federal, 
state, and local govern- 
ment are confusing, un- 
scientific, and unsatisfac- 
tory, goes without say- 
| ing. Their faults are in 

some measure inherent 

in the highly decentral- 

ied character of our 
| government. They are in 
much larger degree, 
however, the result of 
one hundred and _ fifty 
years of political oppor- 
tunism. It is to be hoped that one of the by- 
products of the prolonged crisis in government 
finance which inevitably must accompany the war 
will be an honest consideration of the fiscal rela- 
tions of our three levels of government by those 
who actually formulate national, state, and local 
policy. 

The nub of the problem is the steadily increas- 
ing inability of local government to finance its 
activities from revenue sources under its own 

control. ‘lo fill this gap, grants and shares of taxes 

from the federal and state governments have been 
climbing for a generation. In the last ten years 
they have approximately trebled. In addition, the 

W. P. A. has constructed local public works and 
| even contributed to-local operating costs, and the 


Tuomas H. REED 


States have shown a growing tendency to take 
over functions formerly performed by local units. 

State and federal grants and shared taxes in 
1939, the last year for which figures are available, 
amounted to approximately $1,800,000,000, or 
about one-quarter of all local revenues. Of this 
amount about one-half came either directly or 
through the States from the Federal Treasury, the 
remainder being the actual contribution of the 
| States from their own revenues. If we were to add 
| only the real value of W. P. A. works and services 


STATE GOVERNMENT 


and the cost of functions assumed in recent years 
by the States, the total would be increased at least 
by another billion, and the proportion of state and 
federal contributions to the total expended by or 
on behalf of local government would be approxi- 
mately one-third. 

From whatever angle it is approached, this 
situation is serious. It is serious from the point of 
view of the States, in most of which the item of 
grants to local government is already the largest 
item in the budget. The aggregate disbursed by the 
lederal Government for grants and for activities 
of analogous effect in 1939 topped 3.5 billions or 
about 40 per cent of the total expenditures of that 
year. The probable effects, however, on local gov- 
ernment, of chronic dependency on State and na- 
tion for essential revenues, transcend these mere 
financiai considerations. This dependency threat- 
ens the continued existence of local self-govern- 
ment itself. Few will deny that the preservation 
of local self-government should be a major objec- 
tive of governmental policy in the United States. 
It is unfortunate that the States, to which under 
our system the guardianship of this principle is 
chiefly entrusted, should have been so careless 
about providing local government with the finan- 
cial independence without which other privileges 
of home-rule are almost wholly illusory. Improv- 
ing the financial position of local government so 
that it may continue to play its historic role in the 
American system must be the central point in any 
program of federal-state-local fiscal reform. 

Two other facts should be noted at the outset. 
The first is that there is no reason to believe that 
public opinion will support, except perhaps for the 
war emergency, the curtailment of ‘the services 
now ordinarily rendered by local government. 
This narrows the opportunities for balancing 
revenue and expenditure by reducing the latter 
to the abolition of graft and improvement in op- 
erative efficiency. There is room almost every- 
where for some such economies. But it is a fact 
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on which the American public can well congratu- 
late itself that the proportion of total local ex- 
penditures which can be cut off in this way is 
relatively small, rarely exceeding ten per cent of 
operating costs. Most improvements in efficiency 
lead to better service, rather than to reduced ex- 
penditure. 


Property TAX 


The second fact to be noted is that local gov- 
ernment must rely mainly for self support on the 
property tax, which is coming to mean more and 
more exclusively the real estate tax. Of the three 
great sources of tax revenue—income taxes, sales 
or commodity taxes, and property taxes—only 
the last is really suited to local administration. 
Furthermore, it has by common consent been left 
to local government while the other two great tax 
sources have been extensively exploited by both 
the federal and state governments. Many efforts 
have been made to discover new taxes for local 
government, but with little success. The few 
which have become important sources of revenue, 
such as the New York City sales tax and the 
Philadelphia earned-income tax, are difficult to 
defend on principle. They would be even less de- 
fensible if their rates were raised sufficiently to 
take the place of the real estate tax as the chief 
source of local revenue. Chief among their faults 
when considered for general application is the 
fact that they conflict with the major tax pro- 
grams of the state and national governments. 

Some suggestions have also been made for re- 
forming the real estate tax by changing the basis 
of assessment from capital value to rental value, 
with or without a shifting of responsibility for 
paying the tax from landlord to occupier. Such 
changes might or might not have some good 
secondary social effects, but from the purely fiscal 
point of view they are meaningless. Though sub- 
ject to frequent and sometimes serious unbalanc- 
ing, there is an equilibrium between capital value 
and rental value, or earning power, to which there 
is a constant tendency to return. Delay in finding 
this equilibrium may be caused by the stubborn 
determination of assessors to keep tax values up, 
as is the case in much of New York City, or by 
the unwillingness of owners to write off the loss 
their property has undergone from depreciation 
and obsolescence. In the long run, however, there 
will be a close correspondence between what a 
piece of property is worth and what it will earn. 
Local revenues from rental value taxation are 


subject to greater fluctuations, dropping more 
rapidly in periods of depression and rising more 
rapidly in a boom than those based on capita 
valuation. Over any extended period, however. 
the results will be much the same. 

Nor does making the occupier pay the tax, jn 
the English fashion, involve any substantial change 
in the productivity or burden of the tax. Where 
the landlord pays he always passes on some or all 
of the tax to his tenants—more if demand for 
accommodations exceeds supply, less if it does not 
Similarly, when the tenant pays, he forces back 
upon the landlord, in the form of lower rent. 
some or all of the tax—more if the supply exceeds 
the demand, less if it does not. All such variations 
in real estate taxation should be considered op 
their merits, as social rather than fiscal measures. 
They cannot increase local revenue for they tap 
no new source and cannot much affect the ease 
with which the burdens of real estate taxes are 
borne. In the end taxes on real estate are paid 
from its earnings, or their equivalent in the com- 
fort and enjoyment of a home. Taxes may be paid 
from other resources for a while, but if the mar- 


gin of profit or enjoyment remains too low over‘ 


a long period some form of liquidation is bound to 
ensue—a tax sale or a mortgage foreclosure for 
example—and the property takes up a new career 
with a lower capital value. 

With these facts in mind, we may turn toa 
consideration of state policy relating to local 
finance. 


MANDATORY EXPENSES 


No small part of the difficulty local govern- 
ments experience in attempts to economize are 
caused by expenses made mandatory by state law. 
It has long been the custom for the State to pro- 
vide, by constitution or statute, for certain offices 
and their compensation. In the past few years, 
however, there has been a tremendous increase in 
the number of local positions, rates of pay, or 
both, which are set up by state law. Powerful 
lobbies of teachers, policemen, firemen, and other 
classes of employees have forced upon the state 
legislatures laws of this character. In New York, 
mandatory salaries and other expenses which had 
amounted to 24.9 per cent of the tax budget in 
1915 had risen to 45 per cent by 1936, and the 
movement is still on. It is not uncommon to find 
that, after taking into account debt service, only 
from 20 to 30 per cent of a local budget is within 

(Continued on page 204) 


194 * STATE GOVERNMENT 


TAT 
since t 
collect 
500,0C 
than ir 
the fig 
statem 
and st 
Censu: 
anticip 

As 
showe: 
were | 
pendit 
co 
holic | 
five ta 
lection 
some 
fense 
partict 

Rec 
record 
of any 
than : 
more 
Georg 
consin 
per ce 
South 
7.2 pe 

It i 
States 
for th 
to the 
from | 
even 
were 


le“ St: 
reau oO 


| 
¥ | 


more 
More 
Capital 
Wwever, 


fax, in 
change 
Where 
Or all 
nd for 
€S not, 
s back 
rent, 
xceeds 
lations 
ed on 
ASUTes, 
ey tap 
ease 
es are 
€ paid 
> com- 
paid 
> mar- 


V Over. 


und to 
re for 
career 


1 toa 
local 


overn- 
ze are 
e law. 
pro- 
offices 
years, 
ase in 
Ly, OF 
verful 
other 
state 
York, 
h had 
yet in 
id the 
o find 
_ only 
vithin 
204) 


State Tax Collections for the 
1942 Fiscal Year 


Financial Statements Show That Collections Surpass Previous Totals 
By V. J. WyckKorr 


Bureau of the Census 


TATE TAX collections for 1942 continued the 
S upward trend which has been in evidence 
since the depression of the early thirties. Total 
collections, which amounted to about $4,951,- 
<90,000, were between 10 and 13 per cent higher 
than in 1941, the exact percentage depending upon 
the figures used for the year 1941. Although this 
statement is based upon the preliminary report 
and supplementary data of the Bureau of. the 
Census,’ no changes of a substantial nature are 
anticipated in final Census figures. 

As might be expected, the tax classes which 
showed the greatest increases for 1942 over 1941 
were those receiving a stimulus from war ex- 
penditures. They were corporate incomes, tobac- 
co products, unemployment compensation, alco- 
holic beverage sales, and general sales. These 
five taxes were 47.8 per cent of the total tax col- 
lections. In number, this group was small, because 
some tax objects were already retarded by de- 
fense restrictions, and other sources were not 
particularly sensitive to governmental purchases. 

Receipts from taxes on corporation incomes 
recorded by far the greatest increase over 1941 
of any tax class. The change was slightly more 
than 51 per cent. Six States reported gains of 
more than 75 per cent: Arkansas, Connecticut, 
Georgia, Mississippi, South Carolina, and Wis- 
consin. Five States had gains of less than 25 
per cent: Iowa, Maryland, Missouri, Oklahoma, 
South Dakota. Colorado alone showed a decline, 
7.2 per cent, in taxes from this source. 

It is of interest to notice that although those 
States which received the largest share of orders 
for the manufacturing of war materials were well 
to the fore and reported substantial dollar returns 
from corporate income taxes, there were equal or 


even greater percentage gains from areas which 


were less industrial. This tax source, however, 


State Tax Collections,” State Finances: 1942, Bu- 
reau of the Census, with supplement. 
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was not used by a number of important States in 
the Union. 

Taxes levied on tobacco products produced 
about 26 per cent more than in the previous year. 
This gain was a continuation of a longtime trend, 
and indicated the increased use by States of a 
source of revenue which for many years was 
exclusively federal. New taxes or higher rates on 
tobacco products in Illinois, Maine, and Oklahoma 
were an important factor in the total increase for 
the nation. 

The third tax class in order of larger yields was 


unemployment compensation, the revenues from 


which advanced 23.4 per cent in twelve months. 
The marked increase of employment throughout 
the country brought large revenues from payroll 
taxes into the accounts of state treasuries. Taxes 
on the sale of alcoholic beverages also advanced 
substantially, about 17 per cent. For the most 
part, the larger percentage gains from alcoholic 


Co.iections OF TAXES ON GENERAL SALES AND ON THREE 
CoMMODITIES: 1930-1942 
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beverage taxes were reported by the States with 
less population density ; an exception was Illinois, 
which had an increase in tax rates. The trends 
of collections from several of these tax sources 
are shown in the graph on the preceding page.’ 


COMPARISON OF TAXES 


It was evident that general sales, use, and 
gross receipts taxes during the twelve months 
ending June 30, 1942, had not fully felt the in- 
fluences of a war economy. Although there was 
an increase in receipts from these sources, the 
gain was slightly under 15 per cent. Here again 
an arithmetical average for the nation does not 
tell the whole story, because a marked decline in 
the Illinois tax collections from general sales and 
the repeal of the Louisiana tax partially counter- 
balanced substantial increases (an average of 
about 20 per cent) in twenty-four other States. 

By number the majority of those tax classes 
which can be compared accurately for the years 
1941 and 1942 showed but a slight percentage 
change. Motor fuels, and motor vehicle and 
operator licenses as tax objects offered evidence 
of the curtailment of the use of gasoline and the 
strict priority on tires by recording increased 
collections of only 2 to 3 per cent. It seems as- 
sured that marked changes in the tax revenues 
from these sources will appear in the reports for 
the fiscal year ending on June 30, 1943. From 
all forms of property there was a gain of 1.6 per 
cent in total tax collections ; general property taxes 
were plus 6.2 per cent, but selective properties had 
a minus 5.6 per cent. 

For income tax revenues there is always a 
problem in calculating the per cent changes be- 
cause a number of States make consolidated re- 
turns of individual and corporate income tax 
collections. However, on the basis of estimates, 
total individual income tax revenues showed an 
increase in 1942 over 1941 of 3 per cent. 

Here again attention must be called to the dif- 


*This graph is reproduced from the preliminary re- 
port “State Tax Collections” for 1942 of the Bureau of 
the Census. When dollar amounts are different, the 
relative change over a period of years of the revenues 
from such tax sources can best be shown on a chart 
using a semi-logarithmic scale. This is done in the 
graph in which equal vertical distances represent equal 
percentages of change. There is some similarity of 
the rates of growth between these tax revenues in the 
last eight years, though taxes on tobacco show the 
greatest increase relative to the other sources. 
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ference between considering a percentage change 
and the gain or loss in absolute dollar amounts 
By far the majority of States taxing individya| 
incomes in 1942 reported gains which averaged 
about 40 per cent. In Arkansas and Mississippi 
increased tax rates about doubled the reventes 
from both individual and corporate incomes, Op 
the other hand, six States reported smaller ol. 
lections in 1942 from individual income taxes 
than in 1941, and the decline of $24 million jp 
New York did much to balance the sum of the 
gains in many other States. 


CHAIN StorRE TAXES 


Among the taxes for which separate compari- 
sons can now be made between 1941 and 1942, 
that on chain stores showed the largest decrease. 
about 26 per cent. A lowered tax rate on chain 
stores in the State of Florida sharply reduced eol- 
lections and decidedly influenced the total decline. 
Also it may be assumed that the tendency toward 
the elimination of smaller units within a large 
chain store system had an effect upon taxes. The 
total of death and gift taxes declined 6 per cent. 

A comparison of the 1941-1942 per cent change 
in totai tax collections for one State with a simi- 
lar percentage for other States gave results not 
entirely in agreement with popular impressions. 
Although as has been stated, the highly indus- 
trialized States reported substantial increases in 
their taxes upon corporate incomes, there were 
other sources in other areas which exerted as 
much or more influence upon total tax revenues. 

Arizona, Arkansas, Mississippi, Montana, Ne- 
vada, Oklahoma, Oregon, South Carolina, Ten- 
nessee, and Washington had between 20 and 40 
percentage increases (not absolute dollar amounts) 
of total tax collections. Colorado, Connecticut, 
Delaware, Florida, Idaho, Iowa, Louisiana, Mas- 
sachusetts, Michigan, Nebraska, New York, 
Texas, Vermont, \West Virginia, and Wyoming 
were the States with gains in taxes of less than 
10 per cent. South Dakota alone reported a de- 
crease (4 per cent) in total tax revenues. 

Precise state-by-state comparisons were im- 
possible, of course, because of dissimilar tax 
systems, lack of complete identity in tax classi- 
fications, and the fact that the fiscal years of all 
States did not close on the same date. 

Estimates have been made that the national 
income for the calendar year 1942 will be $113 
billion, an increase of about 20 per cent over 

(Continued on page 206) 
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Interim Committees and Commissions s 


for 1941-1942 


With the convening of the legislative sessions in forty-four States in January, 1943, it is expected that many of the Pn 
following Interim Committees and Commissions, established during the past two years, will submit formal reports : 
to Governors and legislators, for consideration and action. 

The following Committees and Commissions are listed not by their official titles, but by an abbreviated mit 
statement suggesting the function or subject which they were created to investigate. The list was obtained Se ae ac 
chiefly through the cooperation of the Legislative Reference Bureau in each of the States. Unless otherwise ve 
indicated, it is to be assumed that these Committees and Commissions were established by 1941 legislatures. 4 


ALABAMA 


None 


ARIZONA 


None 


ARKANSAS 


None 


CALIFORNIA 


ASSEMBLY COMMITTEES 
Agriculture 
Cabrillo, Juan Rodriquez 
Economic Security 
Exhibitions and Fairs 
Fish and Game 
Governmental Efficiency and Economy 
Interstate Cooperation 
Juvenile Delinquents 
Legislative Organization 
Live Stock and Dairies 
Maritime Academy 
Mentally Handicapped Children 
Motor Vehicle Legislation 
Petroleum Products 
Planning, Resources 
Public Morals 
State Buildings 
Highways and City Streets 
Un-American Activities 
Unemployment Insurance 


SENATE COMMITTEES 
Fact-Finding (on relief) 
Golden Gate Bridge 
Penal and Correctional Institutions 
Rules (for appointing Committees ) 
State Buildings and Constructions 
State Employees Retirement System 
Unemployment Insurance 
Interstate Cooperation 


Jotnt CoM MITTEES 
Budget 
State Buildings 
Un-American Activities 
Water Problems 
Welfare Personnel Policies 
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COLORADO 
CoM MITTEES 


Investigation of Departments of State Governments 
Un-American Activities 

Problems of Traffic Safety and Control 

Problems of Probation and Parole 


CONNECTICUT 
CoM MISSIONS 


Purchase and Housing of Rex Brasher Paintings 
Investigation of Fish and Game Conditions 


DELAWARE 
None 
FLORIDA 


Hovusre CoMMITTEES 
Road Program 
State Welfare Board 
Indebtedness of Municipalities and Political Subdi- 
visions 
SENATE COMMITTEES 


Economy and efficiency of Departments and Institutions 


GEORGIA 
House CoMMITTEE 
Georgia and Tennessee Boundary 


[IDAHO 


None 


ILLINOIS 


CoMMISSIONS 
Living Conditions of Colored Race oe 
Construction of State Training School for Boys et 
“Good Will” (to foster racial and religious amity) ae 
Public School Law Codification 


Mining Investigation 

Juvenile Delinquency 

Election and Primary Law Codification 
Strip-Mining Investigation 
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CoM MITTEES 


School Survey 
Chronic Diseases of Indigents 


INDIANA 
CoMMISSIONS 
Minimum Wages and Maximum Hours 


Highway System Survey 


CoM MITTEE 
Agricultural Problems 


IOWA 
CoM MITTEES 
Agricultural Problems 
Sale of Iowa Coal 
State Office Building 
Codification of Education Laws 
Interim 


CoM MISSIONS 


Interstate Cooperation 
Industrial and Defense 
Dairy Industry 


KANSAS* 


None 


KENTUCKY 


None 


LOUISIANA (1942) 
Joint CoMMITTEE 


Economy and Operation of State Government 


MAINE* 
CoM MITTEES 
Revision of Statutes 
Election Expenses 
Legislative Research 


MARYLAND* 


CoM MISSIONS 
Juvenile Delinquency 
Motor Vehicle Regulation and Control 
Soil Erosion 


MASSACHUSETTS 
CoM MISSIONS 
Civil Service Laws and Rules 
Railroad Transportation Facilities 
Criminal Laws and Penal Code 
Commission on Interstate Cooperation 
Interstate Transportation by Motor Vehicles 
Operation of Motor Vehicles and Trailers Owned 
by Certain Non-Residents 
Distribution of Federal Funds for Agriculture 
Laws Relating to Alcohol and Alcoholic Beverages 
Retirement Systems 
Fish Industry Transportation Problems 


* Legislative Councils and Research Committees make special investi- 


gations for the legislature. 


Financial Procedures of Boston and Suffolk County 

Junior Colleges 

Health and Sanitation Standards for Tenements and 
Limited Dividend Corporations 

Primaries and Election Law Revision 

Relief of Traffic Congestion 

Problems Arising from Holding of Property for 
Public Purposes 

Financing Insurance Premiums and Installment and 
Conditional Sales Laws 

Intergovernmental Relations 

Quabbin Reservoir 

Legislative System and Procedure 

Cost of and Admission to County ‘Tuberculosis 
Hospitals 


Joint CoMMITTEES 
Judiciary to Investigate District Court System 
\Ways and Means to Investigate Finances 
Public Welfare to Visit State Institutions 
House CoM MITTEES 


Rules to Carry Out Improvement and Repair of House 
Chamber, Lobby and Adjoining Rooms 


CoM MIssIONS** 

Abolishing Defenses of Contributory Negligence in 
Special Cases 

Change in Method of Assessing Damages in Actions 
for Death 

Establishment of an Administrative Court 

Group Insurance for Public Employees 
INVESTIGATIONS BY DEPARTMENTS OR BoarpDs 


Commissioner of Education and Chairman State Plan- 
ning Board—Problems Connected with the Stimula- 
tion of Handicrafts 

Boston Port Authority—Shipping and ‘Wharfage 
Charges 


MICHIGAN 
CoM MITTEES 
Anthony Wayne Memorial Association 
Defense Program 
CoM MISSIONS 
Hospital Facilities in City of Detroit 
Election Laws 
State Safety 
GOVERNOR'S SURVEY COMMITTEE 
Boys Vocational School at Lansing 
Mt. Pleasant State Home and Training School 
GOVERNORS’ Com MISSIONS 


Unemployment Compensation Study 
Constitutional Revision Study 


MINNESOTA 
Joint CoMMITTEES 


Interstate Cooperation 
Game and Fish 
Education 


** Without members of General Court. 
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Relief 
Workmen's Compensation 
Occupational Diseases 


MISSOURI 


None 


MISSISSIPPI 


None 


MONTANA 


CoM MISSIONS 
Preparedness and Advisory Commission 
Reorganization of State Government 


NEBRASKA* 
COM MITTEE 


Intergovernmental Cooperation 


NEVADA 


No Information 


NEW HAMPSHIRE 
CoM MITTEES 
Election Laws 
Retirement Plan for State Employees 
Revision of Criminal Laws 
Automobile Financing 
Erection of a State Exhibition Building 
Regulation of Ski Traffic 


NEW JERSEY 
CoM MISSIONS 

Atlantic States Marine Fisheries 
Cape May County Ferry 
Defense Council 
Defense Training Survey 
Historic Sites 
Juvenile Delinquency 


CoM MITTEES 
Highway Investigation 
North Jersey Transit 
State Water Policy Investigation 
Walsh Commission Government Act 


STATE DEPARTMENTAL STUDY 


Use of Delaware and Raritan Canal Report by De- 
partment of Conservation 


NEW MEXICO 


None 


NEW YORK (1942) 


CoMMISSIONS 
Flood Control 
Long Range Health Program 
Municipal Finances 
Fiscal Affairs 
War Ballot 
Post-War Public Works Planning 


COMMITTEES 


Assessment and Review 

Educational System—State Aid 

Interstate Cooperation 

Industrial and Labor Conditions 
Reapportionment 

Development of a Nutritional Program 

Civil Service 

Inmates of State Institutions—Military Duty 


NORTH CAROLINA 


CoM MITTEES 
Aeronautics 
Code of Administrative Procedure 
Building Program 
Farm Trade Schools 
Federal Parks 
Recodification 


NORTH DAKOTA 


None 


OHIO 


CoM MITTEES 


Conditions Relative to State and Federal Aid 

Racing Laws and Draft of a New Racing Code 

Management of the Industrial Commission and 
Workmen’s Compensation Fund 

Marking Historical Sites 

Investigation of Boxing and Wrestling 

Disposal of Old and Useless Records 

Recodification of Schools Laws 

Practices in State Departments 

Plans for Disposing of Sites of Welfare Institutions 
and Acquiring New Sites 


OREGON 


COMMITTEES 


Administration of State Relief 

Insurance Rates and Contracts on Compensation 
Insurance 

Problems of Columbia River and Bonneville Dam 
Area 

Fishing Industry in the Columbia River 

Use of Roadside Property for Commercial Purposes 

Transportation for Hire of Persons and Property 
by Motor Vehicles 

Management of Public Institutions 

Laws of the State which Govern the Trial of Cases 


CoM MISSION 
Factors Affecting Industrial Development 


OKLAHOMA 


None 


PENNSYLVANIA 


CoM MISSIONS 


Anthracite Subsidence 

Recreational Facilities in Philadelphia 

Living Conditions of Urban Colored People 

Investigating Registrations in City and County of 
Philadelphia 
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CoM MITTEES 


Maintenance and Operation of State Hospitals 
Maintenance and Operation of Shamokin State Hospital 
Congressional Apportionment 


ComMITTEES (1942) 


Stream and Water Pollution 


RHODE ISLAND 


CoM MITTEES 


Facts in Relation to Wire Tapping 

Rates, Tolls, Charges and Schedules of New England 
Telephone and Telegraph Company 

Surety Companies 


CoM MISSIONS 
Employment Problems of the Negro 
Town Form of Government in East Providence 
soundary Line between Rhode Island and New York 


Com MITTEES—1942 
Problem of Use of Bicycles on Highways and Theft 
Thereof 
Wire-Tapping (Continuing) 
Com MIss1ons—1942 
Aeronautical Situation 
Present Conditions and Future Needs of State Insti- 
tutions 
Establishment of Super-highway through Warwick. 
East Greenwich and North Kingstown 
Employment Problems of the Negro 


SOUTH CAROLINA (1942) 


Joint CoMMITTEES 

Causes of Shrinkage in Water Commerce Through 
Port of Charleston 

Negotiating Federal Contract for Bettering Condi- 
tions of Catawba Indian Tribe 

Erection of Spanish War Memorial 

Statutory Laws Dealing with Education 

Needs of Aged, Blind, Children, Etc. 

Changing Sessions from Annual to Biennial 

Alleged Unfair Practice in Pulp Wood Industry 


House CoM MITTEE 


Activities of Old Age Pension Association 


SOUTH DAKOTA 


None 


TENNESSEE 


None 


TEXAS*** 
House CoMMITTEES 
Investigation of State Labor Department 
Un-American Activities 
Defense Industrialization 
Revenue Laws 
Employment Conditions for persons 45-65 


*** Includes Committees Appointed at First Called Session—1941. 


Jornt CoMMITTEES 


Rural Aid or Equalization, to Rural Schools 
Child Welfare 

Eleemosynary Institutions 

Capitol Planning—Supervising of State Building 


SENATE COMMITTEES 


Senate Investigation 
Sale of Yacht “Eureka” 
Prison System Investigation 


UTAH 


None 


VERMONT 
CoM MISSIONS 
(ndustrial—Agricultural Products 
State Building 
Ethan Allen Statue 
State Arsenal 
Banking Laws 
Child Welfare 
Unorganized Towns and Gores 
Vermont Sesquicentennial 


VIRGINIA**** 


CoM MISSIONS 


Compulsory Liability and Property Damage Insur- 
ance on Motor Vehicles 

Museum of Science 

Laws and Practices Pertaining to Fiduciaries 

Celebration of the Bi-Centennial of Birth of Thomas 
Jefferson 

Occupational Diseases in Relation to Workmen's 
Compensation Act 

Right to Practice the Healing Art 

State Police Force—Death, Disability and Retire- 
ment System 


WASHINGTON 
CoM MITTEES 


Columbia River Fisheries 
State Charitable, Penal and Reformatory Institutions 
Columbia River Gorge Conservation and Development 


WEST VIRGINIA 


Joint CoM MITTEES 

Mining Laws 
Conservation Laws 
Juvenile Court Law 
Institutional Care of Children and Adults 
Public Lands Corporation 
Civil Service for State Employees 
Compulsory Liability Insurance for 

Owners 


Automobile 


WISCONSIN 


None 


WYOMING 


None 


**** Other matters are referred to the Advisory Council for con- 


sideration and report to the legislature. 
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AROUND THE COUNTRY 


New Jobs for Women 


As THE WAR PROGRESSES, women everywhere are being 
pressed into service to replace men. New occupation for 
girls is testing of milk for the New York dairy herd 
improvement associations. G. W. Tailby of the New 
York State College of Agriculture says there is a 
serious shortage of milk testers in the State and that 
eight girls have just been hired to replace men who 
formerly did this work and have now gone into the 
armed forces. 

In Portland, Oregon, women are now being used to 
replace men in the motor vehicle safety inspection serv- 
ice maintained there—another new field for women. 


Nurses’ Directory 


New York State’s DEPARTMENT OF EDUCATION is at 
present supervising one of the most extensive coopera- 
tive efforts thus far attempted by all of the State De- 
partments together. The goal is the listing of all the 
names of nurses in the State—both active and inactive. 
It is expected that the tabulation will include more than 
110,000 entries at the end of the period which is being 
devoted to the task. These names will then be made 
available for the possible use of the Army, Navy, and 
other war agencies. The work is being done on a volun- 
teer basis by employees from all branches of the state 
governmental departments who are sorting, coding and 
tabulating cards in order to complete in three-weeks 
time the work which normally would require several 
months. 


1943 License Plates 


IN ORDER TO SAVE valuable metal, most States have al- 
ready gone on record as having decided to use in 1943 
either metal tags attached to 1942 license plates, or 
decalcomania windshield stickers, and remaining States 
are making plans for their use. 

In May of this year, the Ohio State Highway Depart- 
ment conducted a survey on this matter and learned that 
at least fifteen States would use the metal tags, and 
that seven had decided on the decal stickers. 

Three States will use both, fearing that metal tags 
attached to license plates might be easily lost or stolen. 

In Connecticut, permanent aluminum plates have been 
in use since 1937, thus making any change in procedure 
unnecessary. Full-size 1943 license plates for Wyoming 
had already been manufactured when the federal limita- 
tion in size was issued. 

States which will use the metal strip are: Delaware, 
Indiana, Kansas, Maryland, Michigan, Minnesota, Mon- 

* tana, Nebraska, New Jersey, New York, Pennsylvania, 


South Dakota, Vermont, West Virginia, Washington. 
and the District of Columbia. Sticker States are: Idaho, 
Iowa, Kentucky, Nevada, North Dakota, and Oregon. 


Motor Vehicle Inspection 


A NUMBER OF THE STATES are considering the possible 
revision of their present required motor vehicle safety 
inspection services. Trained employees have been leav- 
ing to enter the armed forces, or to do defense work, 
thus making it extremely difficult to obtain competent 
personnel to do this type of work. 

Connecticut has already discontinued her official state- 
operated lanes, but both the department of motor vehi- 
cles and the department of state police in that State 
continue to have authority to stop vehicles on the high- 
ways and examine them with portable apparatus. They 
plan to continue this procedure to check on vehicles 
with defective rubber, and also mechanical shortcomings, 
such as defective headlights, brakes, and so on. So, 
while this State has eliminated the compulsory twice- 
a-year visit to established inspection lanes, it has not 
discontinued its interest in vehicle checkups as accident 
incident appears to warrant. 

New Jersey, as was mentioned on this page last 
month, has gone from twice a year check-ups to once a 
year check-ups, but is maintaining its system. 

South Carolina, it is reported, will probably take 
some action at the time of the meeting of its legisla- 
ture in January toward suspending its vehicle inspection 
for the duration, though no definite decision has as 
yet been made. 

Of the eleven States requiring regular inspections 
through authorized service stations, rather than at 
state-operated lanes, as do those previously mentioned, 
the majority have thus far made no change in their re- 
quirements. Colorado plans to try to secure legislation 
providing for state-operated inspection stations at the 
1943 session. Virginia, while it has already lost thirty- 
one of its men to the armed forces, will make every ef- 
fort to continue its present policy. Mississippi, New 
Mexico, and Utah all feel that the safe condition of 
motor vehicle equipment will be very important during 
the war in an effort to conserve manpower, and thus 
plan to continue required inspection, even though it is 
a difficult job under existing conditions. 

As this issue goes to press, notices are appearing in 
the newspapers to the effect that, beginning November 
15, ODT and OPA will require regular inspection, 
throughout the country, of the rubber on both trucks and 
passenger vehicles. Whether this inspection is to be 
administered by local or federal authorities is not as yet 
determined. The 35 mile per hour speed limit has, of 
course, already gone into effect nationally. 
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Pay-As-You-Go 
(Continued from page 192) 


ury has made the point that the plan would in- 
volve the cancellation of several billions of taxes 
and that this is no time to cancel taxes; but as 
the Treasury itself admits the plan would not 
reduce tax receipts except over a period of many 
years, and so since actual revenue is the thing 
that counts now, mere bookkeeping entries are 
not important. 

The Treasury feels that a withholding tax is 
highly important in keeping taxpayers current. I, 
too, favor a withholding tax, because it makes it 
easier for people to keep on a pay-as-you-go basis. 
But if we want a withholding tax the Pay-As- 
You-Go plan is the only way to solve the prob- 
lem of having a withholding tax without having 
some amount of double taxation—that is, of 
paying two years’ taxes in one. If a withholding 
tax provision turns out to be either undesirable 
or impractical, the Pay-As-You-Go plan stands 
on its own feet as a sound method of getting the 
country free of income-tax debt. 

The difficulty with the plan that seems to loom 
largest in the minds of some is the so-called 
“windfall problem.” I pointed out in my original 
statement that under any plan that gives equal 
treatment to all taxpayers there will be a certain 
number of “windfall cases,”’ cases of individuals 
who will benefit unduly because of the fact that 
for them 1941, or whatever year is skipped, hap- 
pened to be a year of unusually large income, 
larger than that of the years that preceded or that 
followed. Consequently, whatever year is selected 
these persons would receive unintended benefits. 

In answer, I have pointed out that no tax pro- 
gram will cut with the precision of a surgeon’s 
knife. Furthermore, these few individuals could 
not have foreseen that this plan would be sug- 
gested or adopted, and therefore no deliberate 
manipulation of income for this purpose is in- 
volved. 

So far as there is inequity, it resides in being 
too beneficial to some few tax payers; but since 
the plan is beneficial to all and harmful to none, 
inequity of this kind, though regrettable, is an 
imperfection of a minor order as compared with 
the great good that will be achieved. 

I have no doubt that once a clear idea has been 
formed as to what “windfall cases” under the 
plan should be taken to be, that provisions can 
be drawn to catch many of them. I shall suggest 


certain provisions a little later on. But at best jt 
might not be possible to catch them all—what 
then? 

There are some things that are worse than a 
few “windfall cases.” One would be not to adopt 
any Pay-As-You-Go plan at all. Another would 
be to adopt a plan so complicated or so uncertain 
in its effect that the great good of Pay-As. 
You-Go would not be achieved. Another would 
be not to give equal treatment to all taxpayers 
under the plan lest the “windfall cases” receive 
undue benefits. 

Much as I dislike “windfalls,” even if they 
cannot be entirely eliminated, I am still for the 
plan. I cannot bring myself to the point of re 
fusing to do good for millions simply because 
I will be doing too much good for a few that 
don’t deserve it. 

I have made the following three suggestions 
for minimizing the problem of “windfall cases”: 

(1) Do not cancel the 1941 income tax on 
capital gains. A large part of the true 
“windfall” problem comes from capital 
gains because the year in which the gain 
is taxed is the year in which the transac- 
tion happens to be closed. Capital gains are 
not like ordinary recurring income, and 
can be properly separated out in the plan. 

(2) Provide a special death tax to recover 
what may be considered “windfalls” aris- 
ing because of death in 1942, or during 
some appropriate transition period. This 
tax should be steeply graduated and should 
take most of the higher bracket income 
tax that would be otherwise cancelled, but 
it should leave some balance of the can- 
celled tax in the estate subject to ordinary 
estate taxes only. 

(3) Take an average of 1940, 1941, and 1942 
in all cases where claim for credit exceeds 
$10,000, or some other suitable amount. 
The average of the three years will be a 
practical way of determining a fair normal 
income for 1941, instead of “‘windfall”’ in- 
come. The cancellation of 1941 tax would 
apply to this average income only, and the 
balance of tax on actual 1941 income to 
the extent that it exceeded $10,000 would 
not be credited or refunded. 

The Treasury has proposed a modified plan 
which would apply to the full tax debt of some 
tax payers and to only a part of the tax debt of 
the rest. Concretely, the Treasury proposed that 
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the tax year of 1942 rather than 1941 be skipped, 
and then for only the lowest two brackets—that 
is 10 per cent—and that the balance of the tax debt 
remaining should be paid over the next two or 
three years, this, in addition to current income 
taxes that will be payable in those years. The 
Treasury concedes that this would leave between 
10 and 20 per cent of our taxpayers still owing the 
Government for taxes on their last year’s income. 
This group of 10 to 20 per cent includes practi- 
cally all of administrative, technical and profes- 
sional men and women who need freedom from 
income-tax debt danger as much as anyone else. 
The Treasury's proposal to change the year from 
1941 to 1942 would eliminate from benefits of 
the plan the millions of men who have gone into 
the armed services and into the Government this 
year. 

Gives EguaL TREATMENT 

Quite apart from the question as to who is in- 
cluded or excluded, or for how much, I personally 
favor as a matter of principle the over-all appli- 
cation of the Pay-As-You-Go plan for eliminating 
tax debt, giving all tax payers equal treatment 
under the plan. 

These are my reasons: For those in the lower 
brackets, the plan will obviously have far- 
reaching beneficial results since unfortunate cir- 
cumstances of loss of income will not be doubly 
unfortunate because of last year’s debt. 

For those in the middle brackets, it will elim- 
inate countless personal and family tragedies, 
free many able citizens for public service, and 
step up the efficiency of American industry by 
making possible the retirement and pensioning of 
executives who are holding on, largely to pay their 
income tax, and never catching up. 

For those in the upper brackets, it will make 
much less practical difference than might appear. 
First, because like anybody else as long as they 
have their income they continue to pay their taxes ; 
and, second, when they die, what otherwise would 
have been paid by an individual as income tax on 
the previous year’s income is subject to estate 
taxes in the highest brackets. 

But apart from the practical considerations, 
the reason I favor over-all application of the 
principle is because it gives equal treatment to all 


_ tax payers under the plan. In adopting Pay-As- 


You-Go, by skipping 1941, I believe we should 
treat all citizens alike: as we turn the tax clock 
ahead for some, we should turn it ahead for all, 


and get the whole nation out of income-tax debt 
by the beginning of 1943. 

Insofar as we want more equality of income 
and of wealth, we can have these through the 
progressive income tax and the progressive in- 
heritance tax, but we should not use this general 
income tax reform—Pay-As-You-Go—unequally 
to accelerate indirectly the impact of progressive 
taxation. 

The lack of force in the objections which have 
been made to the plan has been apparent to press 
and public alike and has been the subject of na- 
tionwide comment. The dislike of “windfall 
cases” was felt by some, but I have suggested 
above three methods that would eliminate all of 
the most objectionable “windfall cases.” The 
principle of equal treatment to all tax payers under 
the plan has been questioned, but by surprisingly 
few. I have pointed out that even if Congress 
desires to limit the application of this principle, 
we can still have a Pay-As-You-Go income tax 
plan, but it will leave part of our citizens with a 
remaining income tax debt. The specific modified 
plans suggested by the Treasury have been grossly 
inadequate so far as eliminating income tax debt 
is concerned. 


CONGRESS CONSIDERS PLAN 


The Pay-As-You-Go plan was recommended 
unanimously by a Subcommittee of the Senate 
Finance Committee and was later rejected by the 
full Committee. The plan may be rejected over 
and over again but these rejections solve no prob- 
lems. If the plan is killed in Committee, it will 
be introduced on the floor of Congress. If it is 
killed on the floor before elections, it will reappear 
after elections. If it is killed in 1942, it will be 
revived in 1943. The plan stands on its own feet 
as a legislative measure, and can be enacted to 
start all of us on a pay-as-you-go basis for 1943 
dny time up until March 15, 1943, the day the 
next income tax declaration has to be made. 

I feel that the Pay-As-You-Go income tax plan 
in a form acceptable to Congress will certainly be 
adopted, because income-tax payers want to be 
free of income-tax debt and they know it can be 
done without hurting the Treasury and without 
paying two years’ taxes in one. The taxpayers 
know that Pay-As-You-Go solves the problem 
simply and fairly by skipping an income-tax year. 
They know the whole trouble was caused by a 
basic defect in our income-tax law, which has 
existed from the beginning: that of paying a tax 
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on last year’s income out of this year’s receipts. 
The defect was not their fault, and they know it. 
They want it corrected this year and they want 
to be on a Pay-As-You-Go basis by the beginning 
of 1943. 

As a nation of individuals we will be better able 
to meet the present and to attack whatever the 
future has in store for us if we are paid up in our 
income tax, and, being out of income-tax debt we 
can pay as we go out of what we earn. 


Fiscal Relations 
(Continued from page 194) 


the control of the local governing body. Manda- 
tory expenditures should be reduced to a mini- 
mum. 

The State, moreover, should pursue a policy of 
constructive assistance to local government in the 
development of sound financial procedures and 
the adoption of up-to-date administrative meth- 
ods. Such active cooperation far transcends in 
possibilities the traditional controls exercised by 
States over local tax rates and debt limits, or the 
periodic audit of local accounts. 

On the revenue side, the first effort of state 
policy should be to free the real estate tax from 
the exemptions and limitations which now lessen 
its productivity. Even the traditional exemptions 
of the property of religious, charitable, and edu- 
cational institutions, call for careful pruning. In 
the case of property of the State or of any local 
unit located within another local unit, provision 
should be made for payments to the unit where it 
is situated in lieu of taxes, which will bear a 
reasonable relation to the cost of supplying the 
property with local services. Great injustice is now 
caused to many communities by the exemption of 
public property from taxation. The Federal Gov- 
ernment has in recent years become a great 
offender, and although it usually makes /ieu pay- 
ments of some kind, they are notoriously inade- 
quate. 

Of much greater importance is the avoidance 
of those excessive homestead exemptions which, 
under the guise of promoting home ownership, 
have been adopted in a few States. Such exemp- 
tions, by relieving home owners of all or part of 
the cost of the services they receive from local 
government, either cut down local revenues or 
unduly increase the taxes on rental and business 
property. They have had little or no effect on per- 


manently reducing the cost of government, but 
have led in the long run to heavier state grants 
and local service charges for such things as gar- 
bage collection and sewering. Where, as in Cora} 
Gables, Florida, 28 per cent of the total assess- 
ment roll is exempt from the operating levy, the 
non-exempt property pays approximately that 
much more than it would were all property taxed 
alike. 

Of still greater significance in a sound fiscal 
relationship between state and local government is 
the adoption of a satisfactory policy with regard 
to tax rate limitation. There is, perhaps, an obli- 
gation on the part of the State to set limits to the 
discretion of local taxing authorities. These limits 
should not, however, be such as to prevent the 
normal use of real estate taxation. Great pressure 
has been exerted in recent years by real estate and 
utility interests to write into the constitutions of 
the States over-all limitations of from one to two 
per cent of assessed valuation. The proceeds of 
such restricted rates are insufficient to supply the 
needs of such overlapping units as cities, counties, 
and school districts. In fact, over-all tax limita- 
tion has had but one universal result, the increase 
of state aid to local government. All its origina- 
tors hoped for it was to force the shifting of the 
burden of local taxation from real estate. It may 
be admitted that real estate taxation in some lo- 
calities is too high, but there is no uniformity in 
this regard, and a rigid over-all limitation both 
cripples local taxing power and leaves many local 
taxpayers paying far less than their fair propor- 
tion of the cost of local government. 


ASSESSMENT PROCEDURE 


The States, besides relieving the real estate tax 
of the restrictions imposed on its use by excessive 
exemptions and rate limitations, should take pos- 
itive action to improve assessment procedure and 
make it as nearly uniform as possible. Not only 
are present assessed valuations often arbitrary and 
unfair, but—what is fiscally more important— 
property as a whole is sometimes over- and in 
many more cases under-assessed. A fair and ade- 
quate distribution of federal and state aid to local 
government depends largely on assessed valua- 
tions being made generally on the same sound 
principles, and the proportion of assessed to true 
value being definitely known. There has been a 
disposition on the part of the States, as they have 


gradually abandoned real estate taxation as a 


source of state revenue, to relax their efforts to 
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secure uniformity in local assessing. This ten- 
dency must be reversed and, instead of satisfying 
themselves with some attempt at equalization, the 
problem should be attacked at its root by active 
cooperation with local government in the installa- 
tion of modern assessing procedures and records. 
By discouraging the process of under-assessing 
the financial independence of many communities 
could be secured without injustice to local tax- 
payers. 

Another step toward financial self-sufficiency 
for local government is the abandonment of the 
practice, all too common in some States, of ear- 
marking portions of local tax levies for specific 
purposes: so many mills for the library, so many 
for the schools, etc. The compartmentalizing of 
revenues by rigid charter and statutory provisions 
always results in some services having too little 
and others too much money. St. Louis, with a 
fixed millage for its zoo, found in the early days 
of the depression, before federal aid was available 
on an adequate scale, that it had more than enough 
money to buy food for its lions and bears but 
not enough to feed its unemployed human beings. 
This is an extreme example but it serves to illus- 
trate the cramping effect of earmarking—the tax 
counterpart of mandatory expenditures. 


FINANCIAL INDEPENDENCE 

The policies just suggested would do much to 
make the real estate tax a satisfactory basis for 
that financial independence essential to genuine 
local self government. They would not, however, 
solve the problem completely. They would not re- 
move the necessity for state and federal aid to 
local government, although they would in many 
localities very greatly reduce the necessary amount 
of such aid. Before, however, the question of fed- 
eral and state aid is discussed, reference should be 
made to another and more drastic step which 
should be taken by the States: the adjustment of 
the areas of local government to modern require- 
ments. 

Everyone knows that there are altogether too 
many small units of local government—town- 
ships, school districts, and many of the lesser in- 
corporated places—which are incapable from both 
the financial and administrative points of view of 
doing a good job. They are in fact pauper units 


with insufficient tax resources and no corre- 


spondence to the needs of economical and efficient 
administration. They should be consolidated into 
units of the largest size that is at once adapted to 


effective administration and democratic participa- 
tion of their people in their government. Simple 
all-purpose units of rural local government, which 
in thinly populated sections may safely have an 
area from two to five times that of the ordinary 
county, should replace the network of ineffective 
areas from which we suffer today. This will re- 
duce materially the gross amount and facilitate 
greatly the fair distribution of federal and state 
aid. 

Furthermore, at the other end of the scale, con- 
solidation should be brought about to offset the 
disastrous effects of the outward movement of 
business and population on the finances of the 
nucleus cities of the metropolitan areas. At the 
same time, measures should be taken to stay the 
march of blight in these nucleus cities. State policy 
should be less exclusively geared to public works 
and housing projects calculated to further spread 
urban population, and pay more attention to im- 
proving the conditions of living in existing cen- 
ters of population. 

When all is said and done, however, there will 
be a gap left between the cost of the things which 
public opinion and state and national policy re- 
quire local government to do, and the revenues it 
can derive from local sources. There will have to 
be continued state and federal aid if highway, 
welfare, and educational functions are to be kept 
up to the desired standards. 

The earliest grants, those of the States for edu- 
cation, were intended to equalize burdens and 
opportunities. They have somewhat missed this 
goal because of the necessity of carrying along too 
many financially incompetent units, which has left 
disproportionate burdens on the taxpayers in the 
large cities. On the whole, however, this may be 
recognized as the proper objective of government 
aid. The later grants of the States for highway 
purposes, the early federal grants for vocational 
education, and the recent federal grants for high- 
ways and social security, have been stimulating or 
matching grants, intended to induce local govern- 
ment to raise its standards of service in these par- 
ticulars. There was ample social justification for 
these grants. They have, however, not bettered but 
made more difficult the financial position of local 
government. They have resulted in very large net 


‘increases in the cost of local government and are, 


especially in the social security field, continuing 
to do so. Now that our highway systems have 
attained something like maturity, consideration 
should be given by both state and federal govern- 
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ments to abandoning the stimulating feature of 
these grants in favor of equalizing burdens be- 
tween regions and localities. The same may now 
be true of grants for vocational education and 
some other purposes. As to federal and state aid 
for the so-called categories and state aid for gen- 
eral relief, the case is not so clear. Many States, 
and localities within other States, remain far 
below the standards of decent humanity in pro- 
viding for relief. 


BALANCING GRANT 


It should, however, be the ultimate objective of 
state and federal policy to get away from the 
stimulating grants whose effect is to disrupt mu- 
nicipal finance. There is great need, and after the 
war there will be a greater need, for a general or 
balancing grant, preferably from the Federal 
Government because of the inequalities in the re- 
sources of the States. It should be unaccompanied 
by conditions except as to the use of approved 
financial procedures. It should be based in part on 
need as represented by population to be served 
and other factors, and in part on financial ability. 
This latter measure will be hard to establish until 
we have better assessing, but it is not impossible. 
In no case should a State or locality be able to 
get more money from the Federal Government 
because it has hamstrung its real estate tax by 
excessive exemptions and limitations, or by a 
stubborn refusal to levy adequate local taxes. A 
measure of ability to pay which did not take these 
things into account would be worthless. 

Finally the federal and state aid policies should 
be stabilized in permanent legislation. We must 
get over the idea that the necessity for state and 
federal aid is due to an emergency. There are 
permanent causes which are steadily increasing 
the services required of local government and re- 
ducing the real bases of value upon which local 
real estate taxes are founded. Assessed valuations 
have declined (and real values even faster) for 
the past ten years. In spite of an upward trend in 
a few communities favorably affected by the war, 
this condition is still general and will continue to 
be so. Local government has in most cases been 
cut off from tapping the great sources of revenue 
other than the general property tax. It may seem 
absurd that the world’s greatest city, New York, 
with its prodigious concentration of wealth, 
should have to go hat-in-hand to Albany and 
Washington to eke out its insufficient revenues. 
It is, however, the inevitable result of our tax 
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system, the main features of which it seems jm. 
possible to change. The only way out is through 
the sharing in some form or other of enough fed. 
erally and state collected revenues to balance the 
local budget. We might as well face the facts, and 
provide stable and dependable aids where aids are 
necessary. Local government should be relieved 
of the necessity of having to guess year after 
year how much it will get from the state and fed. 
eral governments. It is a primary condition of 
self-respecting local self-government that jt 
should know what it is going to get, and none of 
it should depend on favor, caprice, or the political 
complexion of legislative bodies. 


Tax Collections 
(Continued from page 106) 


1941." Although an exact comparison for the 
same time periods cannot be made, the percentage 
increase in state tax revenues probably will be 
less than the change in national income. This 
difference in rates of change does not mean that 
people will have surplus funds. State-tax trends 
must be considered with federal and local tax 
revenues to get a national picture.‘ 

The rate of change in national income and in 
state tax collections from one year to another also 
should be considered in relation to indexes of 
retail prices and costs of living. As of July, 1942, 
the index of retail food prices, prepared by the 
Bureau of Labor Statistics, was about 20 per 
cent higher than in July, 1941. An equally im- 
portant change was the rise in the cost of living 
index from 105 to 117 in the same twelve months. 
Such nationwide data are not significant for an 
individual person. It is, however, of importance 
to observe the relationships between basic figures, 
such as those for national income, living costs and 
state tax collections. 

It is relevant to this brief discussion of the re- 
ports by the Bureau of the Census on state tax col- 

3Domestic Commerce, U. S. Department of Com- 
merce, March 5, 1942, Vol. 29, No. 10, front page. 
This change of 20 per cent would partly account for 
the rise of 12.8 per cent in total state tax collections. 

‘In 1941, tax revenues of all levels of government 
were as follows: federal, 45.8 per cent of the total; 
state, 26.4 per cent; local, 27.0 per cent; territorial, 8 
per cent. Financing Federal, State, and Local Govern 
ments: 1941, Bureau of the Census, Washington, Sep- 
tember, 1942. 
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lections to mention the procedures used. [or the 
preliminary report, the Bureau relied upon a mail 
canvass. his was necessary in order to secure 
information within a short period of time from 
the 41 States which have their fiscal years end- 
ing on June 30. In a period of war, current in- 
formation about state tax revenues is highly 
desirable. The response of the state officials was 
gratifying, particularly in light of the difficulties 
experienced in many of the state offices as the 
result of war conditions. 

The final report on state tax collections for 
1942 will offer more details than were given in the 
preliminary number. Also it will use supple- 
mentary information secured from the field agents 
of the Bureau. 


NEWS FROM THE STATES 


ResuLts of a study made by the Federation of 
Tax Administrators in September show that state 
motor fuel tax collections continued an accelerated 
downward trend during June and July. Figures 
for March, April and May, which first reflected 
the effects of rubber conservation and gas ration- 
ing, showed declines of 2, 4 and 9 per cent respec- 
tively. On a national basis, June and July collec- 
tions were 13 and 16 per cent under the same 
months of 1941. These figures cover 40 States, 
including 13 rationed States, where collections 
were as much as 22 and 26 per cent under the same 
months last year. 


WirH a total collection of nearly 300,000 tons of 
scrap metal, Illinois came out first in the nation 
during the recent scrap collection campaign. The 
cooperative efforts of many and varied agencies 
and groups made this proud record possible. 
Among the organizations which assisted in the 
drive were the civil air patrol, numerous religious 
and social agencies, as well as the regularly desig- 
nated scrap collection committees. The CAP did 
valuable work in sending some 50 planes out to 
spot scrap accumulations, and waste trades dealers 
were enlisted to canvass various sections of the 
State. 


GOVERNOR SALTONSTALL of Massachusetts has 
issued an Executive Order permitting owners of 


private cars to collect fees for the transportation 


of workers to their places of business. Any auto- 
mobile, of either the standard or station-wagon 
type, which no more than seven persons besides 
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the driver may be classified as a “Workmen’s 
Livery Automobile.” No special registration of 
such vehicle is required, however. 


In CoNNEcTICUT, the threatening coal shortage 
for this winter has caused renewed interest in 
native forests as possible sources of fuel. In a 
report to the State Defense Administrator last 
month, State Forester Austin F. Hawes stated that 
already some 168 wood fuel coordinators had been 
appointed in 159 towns throughout the State to 
assist the public in making use of available wood 
supplies. Owners of woodlots willing to sell wood 
to the public will be listed by the coordinators, 
and when the time comes to lay in winter fuel, the 
State Forestry Department will send out experts 
to mark trees which are ready for cutting. Each 
local coordinator will then have the job of advis- 
ing his townspeople regarding the proper tools 
and method of getting the trees down and sawed 
up into usable sizes. 


ACCORDING to a recent report of the American 
Municipal Association, small loan legislation was 
enacted in three States this year. New provisions 
of the Virginia law cut the monthly interest rate 
which licensed lenders may charge on $300 or 
less, from 3/2 to 2 per cent a month on the un- 
paid balance of the loan. In Louisiana, legislative 
action places a maximum rate of 3% per cent on 
unpaid balances up to $150, and 2% per cent on 
remainders up to $300. An amendment to the 
New York small loan law which was passed last 
year, prohibiting a lender from suggesting that a 
borrower take a larger loan than he had planned, 
was recently eliminated. It was stated that the 
provision was difficult to enforce and prevented 
lenders from helping solve clients’ financial prob- 
lems. Although small loan legislation has been 
enacted, to date, in 41 States, certain experts feel 
that it is truly effective in only 32 States. 
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THE STATES IN THE VICTORY PROGRAM 


Minnesota 


Dr. Lewis Beeson, Director of the State War History 
Committee, is doing an interesting job of collecting rec- 
ords for future generations of Minnesotans. 

The most important class of records is that which 
originates within the locality—e.g., the local newspaper 
office. The War History Committee does not want 
local volunteers to collect the newspapers themselves, 
but rather wants them to contact newspaper editors, get 
them on committees, and gain their aid in collecting 
various records to which they would have easier access 
than any other member of the community. Local post- 
ers, programs, pamphlets, etc., are listed as prime 
sources for material and information of all sorts. Also, 
letters from soldiers, and lists of men who have entered 
the armed forces are particularly desired. 


Wisconsin 


CiviL1AN DeEFENsE volunteers are putting on a drive to 
“educate” fellow retailers in OPA regulations. They 
are calling upon the approximately 50,000 retail outlets 
in the State to see if they are keeping base price lists, 
if they have filed cost of living lists with local rationing 
boards, if they are posting prices, and if they are com- 
plying with the new service regulations. 

This campaign, the first of its kind to be tested out 
on a state-wide scale, is known as the “Kenosha plan” 
since it was first tried and tested in Kenosha county, 
through a three-day survey of some 1,250 business es- 
tablishments, where compliance was 100 per cent. 


Washington 


DuRING THE MONTH of September, Washington’s Air- 
craft Warning Service had its first anniversary. 

The Vaughn Post, typical of the posts all over the 
State, was one of the first to prepare for operations. 
It began as an American Legion project, but community 
co-operation was soon secured. A watch schedule was 
established and many students from the Vaughn Union 
High School, plus other local citizens, volunteered for 
service. Practice maneuvers were held and more than 
eighty planes were reported from this post. 

After December 7th, a,new schedule on a war basis 
was set up, providing that the post should never be 
left unmanned. Permanent quarters were constructed, 
most of the materials for which were donated by local 
merchants. During the winter months it was often 
extremely cold in the tower, but the constant watch 
was nevertheless maintained. 


Many improvements have now been made and the 


personnel of the Vaughn Post have proved that they 
can be depended upon should a real emergency arise. 


Nebraska 


NEBRASKANS have recently completed a highly success- 
ful scrap campaign, through which they collected 65,009 
tons, or more than one hundred pounds per person for 
the entire population of the State. Cooperation of news. 
papers, radio stations, chambers of commerce, clubs, 
and others was wholeheartedly given. Prizes were 
offered by local merchants and a great deal of interest 
aroused throughout the State. The final Saturday of 
the three-weeks effort was declared a state farm scrap 
holiday by Governor Dwight Griswold. 


Connecticut 


AN ELABORATE DISPLAY of this State’s preparation for 
war and mobilization of civilian defense forces was 
held during the month of September at the State Ar- 
mory in Hartford. The “Connecticut Prepares” exhibits 
were open to the public for an entire week, with actual 
demonstrations of defense activities given each evening. 

Displays included large numbers of United Nations 
and enemy aircraft, built to scale, and identical with 
those used by the Army, Navy and Marines for recog- 
nition training. Four of the exhibits were manned by 
defense workers from local councils, and demonstrated 
the actual manner in which enemy aircraft are detected 
from an aircraft observation booth. An actual bombing 
was simulated, with air raid wardens manning message 
and sector posts. In connection with this, a first-aid 
rescue station, with a mobile medical unit, a sound 
car, and demonstration ambulance were on display, as 
well as much other equipment. 


Civilian Protection Schools 


STATE AND Locat Councils of Defense throughout the 
country are invited to send selected representatives to 
the War Department's Civilian Protection Schools for 
a ten-day course. Schools are located at: Texas A. & M. 
College, College Station; Amherst College, Amherst, 
Massachusetts; and at Stanford University, Palo Alto, 
California. 

It is interesting to note that the schools have already 
taken on an international aspect for forty-five Canadians 
and Mexicans have attended them and then returned 
home to teach their fellow countrymen the expert de- 
fense techniques they have learned. 

Councils are urged to send candidates with unusual 
teaching ability so that they may do the best work pos- 
sible in training volunteer workers in their own locali- 
ties on the basis of what they have learned. 

Instruction is free; the only cost is approximately 
$25 for room and board, plus transportation. These 
charges have often been paid by the Defense Councils. 
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Statement of the Problem 


Or Au Critica and strategic materials, rubber is the one which presents the 
greatest threat to the safety of our nation and the success of the Allied cause. 
Production of steel, copper, aluminum, alloys or aviation gasoline may be 
inadequate to prosecute the war as rapidly and effectively as we could wish, 
but at the worst we still are assured of sufficient supplies of these items to 
operate our armed forces on a very powerful scale. But if we fail to secure 
quickly a large new rubber supply our war effort and our domestic economy 
both will collapse. Thus the rubber situation gives rise to our most critical 
problem. 

Our position with respect to this vital commodity may be briefly outlined as 
follows: 

The demands now placed upon us are enormous. Without any allowance 
whatsoever for civilian passenger car tires, the estimated requirements for the 
year 1943 are 574,000 tons. ‘This contrasts with the total average over-all con- 
sumption in the United States before the war of over 600,000 tons. We must 
supply not only the needs of our own armed forces but much of those of the 
military machines of our Allies as well. We must equip our buses and trucks 
and other commercial vehicles and provide on a large scale specialty items for 
such purposes as factory belting, surgical, hospital and health supplies. And 
in addition to all these we must maintain the tires on at least a substantial por- 
tion of our 27,000,000 civilian passenger automobiles. Otherwise an economy 
geared to rubber-borne motor transport to an extent not approached elsewhere 
in the world will break down. 

‘To meet these demands we may look to four main sources of supply: 

First, our present stockpile of natural rubber and such additions as may come 
to it from natural rubber imports from Latin America, Africa, and other rub- 
ber-producing lands. ‘These are comparatively small. 

Second, our present stockpile of scrap rubber, estimated as sufficiently large 
with yearly additions to operate our reclaiming industry at present capacity 
through the year 1945. 

Third, the production of synthetic rubbers. 

Fourth, we possess in the tires of our automobiles a priceless reserve, which 
must be guarded with greatest care. It represents a stockpile of some 1,000,000 
tons of rubber applicable to the uses of our civilian transportation and the needs 
of the day to day life of our people. 


Having lost to Japan go per cent of our prewar source of natural rubber, chief 


reliance on new supplies of rubber must be placed on the new synthetic rubber 
program. But to obtain this in time we must, within two years after Pearl 
Harbor, have created one of the largest industries in the country. Normally, 
such a development would require a dozen years. ‘To compress it into less than 
two years is an almost superhuman task. 

Our Committee is convinced that the Government’s present program is tech- 
nically sound. From this time on the important thing is to get on with it without 
further delay. 

See frontisprece for last paragraph 


REPORT OF THE BARUCH COMMITTEE 
September 10, 1942 
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